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© Avalanche 


Avalanche is a groundbreaking, open-source blockchain that seamlessly 
caters to the requirements of both users and developers. With its modular 
and customizable design, Avalanche empowers developers to create 
highly scalable and high-performance smart contract blockchains. This 
innovation paves the way for a wide range of decentralized finance 
applications and enterprise blockchain solutions within a single, 
interconnected ecosystem. Avalanche introduces Subnets, enabling the 
creation of personalized networks featuring unique virtual machines and 
intricate validator rulesets. These Subnets form a platform of platforms, 
envisioning a global marketplace called ‘The Internet of Finance,’ where 
thousands of public and private Subnets converge. At the heart of the 
Avalanche platform lies AVAX, its native token, which plays a vital role in 
securing the network. AVAX is utilized for staking, facilitating peer-to-peer 
transactions, paying transaction fees, and establishing a common unit of 
account across multiple subnetworks created on Avalanche. 
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Token Strength. 


The $AVAX token serves four primary functions: 


-Pay Gas Fees 
Token Utility: -Stake and delegate to participate in the PoS consensus. 
-Validators on both the Avalanche Mainnet and Subnets are required to stake at least 2000 AVAX to participate in the 
network consensus. 
- Unit of account, medium of exchange, or store of value. 


People use Avalanche C Chain because 
it's cheap, reliable, decentralized & secure 


Usage drives up C-Chain fees ~ 


Apps migrate to subnets — 
Demand 


Driver: New validators lock up AVAX, lowering supply > 
C-Chain utilization drops > 
C-Chain gets cheaper -> 


Repeat 


-Avalanche is a payment network and foundation to create and secure subnets, which are sovereign blockchains on 
Avalanche. 

-For end-users, Avalanche offers a platform with low transaction fees and quick transaction times, which can be 
particularly beneficial for activities like trading digital assets or participating in decentralized finance (DeFi) 
applications. Its support for interchain compatibility also makes it easier for users to interact with multiple blockchain 
platforms 

-The more users delegate their $AVAX to validators, the more secure the network is. 

-The ecosystem gains more value with each new subnet and user. 

-More Transactions on the Avalanche network, the more tokens are burned. This mechanism hopes to capture 
scarcity while offsetting inflation. 


Value Creation: 


Value Accrual to the $AVAX Token 


- AVAX is the native token of the Avalanche blockchain and is used to secure the network through staking, pay for 
fees, and provide a basic unit of account between multiple subnetworks created on the Avalanche platform. 


- The Avalanche network burns all transaction fees, lowering the effective supply. Over 4.1 million AVAX have been 
burned since mainnet launch. Fee burning has grown exponentially with increased network usage. 


- Avalanche's "Subnet" technology allows for horizontal scaling by isolating high-traffic dapps, reducing the load on 
Value Capture: the main C-chain, and lowering gas costs for all users. However, this results in short-term reduced AVAX fee burning 
via the C-chain 


Value Accrual to the Avalanche Protocol 


- Validating a subnet requires validating the C-chain. Validating a subnet requires staking a minimum of 2,000 AVAX. 
As more subnets launch, more AVAX will be staked 


- The feedback loop of increased usage driving higher fees and subnet creation, requiring more validators and 
staking, can lead to a reduction in overall AVAX supply availability over time. This scarcity could drive up valuation. 


The business model for Avalanche: 


Revenue comes from: 
Transaction fees are paid by users of the network. 100% of transaction fees are burned to manage inflation for AVAX). 


Revenue is denominated in: 
Business $AVAX, the native token of the Avalanche platform. 


Model: 
Revenue goes to: 
Validators who approve transactions and provide economic security, which is paid via new issuance of AVAX tokens 
(inflation) — which can be offset by the burned tokens, making the network deflationary during periods of high on- 
chain usage. 
Stakers also receive inflation for staking and securing the network. The percentage varies depending on the current 
level of staking participation but is currently around 7.5% annually. 


Stats. 


Protocol Analysis. 


Problems: 


#1 Scalability and Speed: 

Older Proof-of-Work blockchain platforms like Bitcoin and sluggish Proof-of-Stake Blockchains like 
Ethereum can only process 7 and 25 transactions per second, respectively. Compared to centralized 
financial service providers like Visa, which can handle up to 65,000 transactions at the same time, these 
platforms seem too slow and incapable of accommodating a large user base 


#2 Interoperability: 

One of the problems Layer 1 Blockchains face is the lack of interoperability. Although new blockchain 
ecosystems are emerging daily, each with its own unique solutions to different problems, most of them 
cannot communicate with each other. This seriously limits their functionality. 


#3 Customizability: 

Developers often face limitations when trying to build custom solutions on existing blockchain 
platforms. Being bound by the rules set forth by a specific blockchain imposes certain constraints on 
developers, limiting their ability to customize the blockchain according to their specific requirements. 


, This lack of flexibility can hinder the development of tailored solutions and innovative use cases. 
Problems & Solutions 


Solutions: 


#1 Scalability and Speed: 

Avalanche addresses the scalability issue by providing a platform that scales infinitely and finalizes 
transactions regularly in less than one second. Its unique consensus protocol and Subnet infrastructure 
enable high scalability. The Avalanche platform currently processes up to 4,500 transactions every 
second. 


#2 Interoperability: 

Avalanche allows developers to build application-specific blockchains with complex rulesets or build on 
existing private or public Subnets in any language. This provides a high degree of customizability and 
interoperability. 


#3 Customizability: 

Developers can create a subnet where each validator has specific properties. For example, one can 
create a subnet where each validator is located in a certain jurisdiction or where each validator is bound 
by some real-world contract. This may be beneficial for compliance reasons. 


Ethereum - A Proof-of-Stake blockchain that powers decentralized applications (dApps) through smart 
contracts, without being controlled by a centralized entity. As the first blockchain to feature smart 
contracts, it has the largest ecosystem of decentralized applications, ranging from decentralized 
exchanges to crypto lending and borrowing platforms and more. 


Cosmos Network - A decentralized network of interconnected independent blockchains, allowing them 
Predecessors to communicate and transact with each other. 


Polkadot - A multi-chain network that allows different blockchain networks to connect and 
communicate with each other. 


Solana - A high-performance blockchain platform that uses a unique consensus algorithm to enable fast 
and secure transactions at scale. 


Investment Take 


Tokenomics Timeline. 


2020-09-21 

Avalanche Launch 

Avalanche mainnet went live featuring three interconnected layers: the Platform Chain (P-Chain), Exchange Chain (X-Chain), and 
Contract Chain (C-Chain). 


2021-12-14 
Subnet-EVM 


Ava Labs announced its Subnet-EVM, a custom virtual machine enabling developers to deploy new EVM-compatible blockchains as 
Avalanche Subnets. 


2022-12-13 

Core Wallet 

Ava Labs released Core Mobile, a wallet browser extension for the Avalanche ecosystem, with support for EVM-compatible blockchains 
and Subnets. 


2022-12-22 
Avalanche Warp Messaging (AWM) 


Ava Labs developed the XSVM with 2 basic capabilities: transferring assets on a Subnet and transferring assets between Subnets. 


2023-01-05 
Partnership with Shopify 


Shopify (SHOP) expanded its NFT integration, allowing its merchants to begin designing, minting, and selling Avalanche NFTs. 


2023-01-11 
Partnership with Amazon Web Services (AWS) 
This allowed Avalanche to further integrate with AWS' products for FedRAMP compliance use cases, establishing custom Subnets, or 


setting up Avalanche nodes. 


2023-02-21 
HyperSDK Launched 


Avalanche unveiled HyperSDK, a framework for creating virtual machines on Avalanche. 


2023-03-01 
Glacier API 
The Glacier API is an API service that indexes Subnets and provides real-time and historical blockchain data from Avalanche and 


Ethereum. 


2023-04-06 
Avalanche Evergreen Subnets 
Enables institutions to establish private, permissioned networks for research, development, or production purposes while maintaining 


the ability to interact with other Subnets through AWM. 


2023-04-07 
Avalanche Introduces Cortina Network Upgrade 
Cortina brought improvements such as X-Chain linearization, batched delegated rewards, and an increased C-Chain gas limit to 


mainnet. 


2023-07-25 
Avalanche Vista Unveiled 
An initiative that aims to allocate up to $50.00 million to acquiring tokenized assets (real-world assets) issued on Avalanche. 


2023-08-29 

Teleporter Testnet Release 

Teleporter is a cross-chain messaging tool built on AWM that will enable developers to call contracts on other EVM-compatible 
blockchains, 


Deep Dive. 


SAVAX Token Allocation: 


The token distribution details can be seen below. 360 million $AVAX were 
minted at launch, while the other 360 million are used as staking rewards 


released over the next decade. Of the tokens that were minted, there are 


various vesting periods ranging from 1 year to 10 years, as detailed below. 


Staking Rewards: 360 million tokens were minted at launch, and then the 
other 360 million tokens will be used as staking rewards for validators, 


released over decades. 


Seed Sale: 2.5% of the tokens were for participants in the seed sale. The price 
per token was $0.33, and they have a 1-year vesting schedule where 10% of 
their allocation was released on mainnet launch, and then 22.5% was released 


every 3 months over a year. 


Private Sale: 3.5% of the tokens were for participants in the private sale. The 
price per token was $0.5, and they had a 1-year vesting schedule where 10% of 
their allocation was released on mainnet launch, and then 22.5% was released 


every 3 months over a year. 


Public Sale Option A1: 1% of the tokens were for participants in the Public Sale 
Option A1. The price per token was $0.5, and there was a maximum allocation 
per user of $25k. Tokens have a 1-year vesting schedule where 10% of their 
allocation was released on mainnet launch, and then 22.5% were released 


every 3 months over a year. 


Public Sale Option A2: 8.3% of the tokens were for participants in the Public 
Sale Option A2. The price per token was $0.5, and there was a maximum 
allocation per user of $2.5 million. Tokens have a 1.5-year vesting schedule 
where 10% of their allocation was released on mainnet at launch, and then 


15% was released every 3 months over 18 months. 


Public Sale Option B: 0.67% for participants in the Public Sale Option B. The 


price per token was $0.85, and there was no vesting period. 


Foundation: 9.26% of the tokens are allocated to the Foundation. These 
tokens are used for various ecosystem-building initiatives, including 
marketing, bounties, incentive programs, and more. These have a 10-year 


vesting period. 


Community and Development Endowment: 7% of the tokens are allocated for 
the Community and Development Endowment. These tokens are allocated to 
individuals and groups that are developing core tooling and infrastructure on 
Avalanche as well as supporting Avalanche through grassroots community 
building and marketing. For example, these may include Avalanche Hub, 
Avalanche Ambassadors, Avalanche-X grantees, and more. Any grants awarded 


have a 1-year vesting period from the date the grant is awarded. 


Testnet Incentive Program: 0.27% of the tokens These tokens are allocated to 
participants that were validated in the Avalanche-incentivized testnet 
programs. Participants were able to complete challenges to earn up to 2000 


$AVAX tokens, These tokens were locked for a full year. 


Strategic Partners; 5% of the tokens are allocated to strategic partners. These 
tokens are allocated with the specific mandate of being distributed to groups, 
organizations, and enterprises that are building businesses using the 
Avalanche technology and network, For example, these may include 
entrepreneurs looking to build a business that does fast international 
remittance using Avalanche or financial institutions that are looking to 
tokenize assets on Avalanche through their own subnets, These have a 4-year 


vesting period. 


Airdrop: 2.5% of the tokens These tokens are allocated with the specific 
mandate of being distributed to various communities to onboard more people 
into the Avalanche community. For example, these may include airdrops to 
various crypto communities, Reddit communities, developer forum 
communities, and even airdrops to exchange users. These have a 4-year 


vesting period. 


Team: 10% of the tokens. are allocated to founding and non-founding 
members of AVA Labs. These have a vesting period of 4 years, with team 
members, including founders, who have vested tokens before launch and are 


voluntarily re-locking all tokens for four years. 


The public token sale raised $42 million in under 4.5 hours (and that was with 
a lengthy queue system), which included participants from an Ethereum 
Genesis address. The private token sale included prominent venture firms such 


as Andreessen Horowitz (a16z). 


What is the supply schedule for 
Avalanche Token (SAVAX)? 


The initial token launch date for Avalanche ($AVAX) was September 21, 2020. 
The maximum supply of this token is capped at 720,000,000. The supply of 
$AVAX is expected to be fully vested by July 2030. 


Capped Supply 


An important characteristic of a store of value is scarcity. Unlike most other 
staking platforms, which have an unlimited supply and continuously increase 
their supply at a compounded rate, Avalanche has a fixed, capped supply of 
720 million, creating scarcity. 360 million tokens were minted at launch (with 
the vast majority locked up in vesting periods between 1 and 10 years), while 
the other 360 million are used for staking rewards. As with Bitcoin, reward 
rates will decrease over time as it gets closer to the capped supply (although 


at a much smoother rate rather than infrequent halvings) 


In addition to having a limited supply like with Bitcoin, it goes further by 
burning $AVAX tokens for fees for all sorts of operations on the network in the 
primary network, such as transaction fees, subscription-style fees for creating 
subnets and creating blockchains, thus increasing the scarcity of $AVAX for all 
token holders and creating deflationary pressure when the amount burned 


exceeds the minting rewards. 


Capped Sunehy 


Q 


(vax) 


of Max Supply Reached 
36 of Max Supply Reached _| 


aber of Bd 
Comat o Son 


> 


Taking a Closer Look: Concerns 
about $AVAX Burn/Mint Design: 


January 2024 Circulation: 366,762,845 


Coin Gecko reported 366,762,845 $AVAX tokens in circulation as of January 
19, 2024. 


$AVAX Burned: Daily Average of 3,390 


Avalanche "burns" transaction fees, taking the tokens paid by those who 
transact on Avalanche and eliminating them from circulation. Burned 

Avax tracks the overall tally, dating back to September 2020, when Avalanche 
went live. As of January 19, 2024, there have been 4,122,939 AVAX tokens 
burned in total. That means a daily average of 3,390 $AVAX tokens have been 


removed from circulation in the 1,216 days since the Avalanche genesis block. 


TOTAL FEES BURNED 


4,122,939 


AVAX 


Total $AVAX Burned as of January 19, 2024 


The numbers mean an average burn rate of 1,238,119 tokens each year, 


worth 0.337 percent of the supply as of January 2024 


Although 100% of the transaction fees are burned, the current burn rate isn't 
nearly enough to offset the high inflation. The circulating supply of $AVAX is 
currently only about 51% of its maximum supply cap. $AVAX can dilute its 

supply by another 99%. Staking rewards form the basis of compensation for 


validators, leading to a significant increase in annual inflation. 
The burn rate of $AVAX is over 100 times lower than the issuance rate. 


Transaction fees are burned, but since the transaction fees tend to 
be minimal ($0.04), the burned amount is unnoticeable. The estimated market 
cap of $AVAX is 11.5 billion, while the dollar amount of $AVAX burned is 


around 130 million. 


It is paramount for more projects to be created or migrated to Avalanche. This 
will result in increased transaction fees due to heightened traffic, making it 


possible that the burn rate will rise in the future. 


However, this presents a situation where users have to make a choice. One of 
the primary reasons users flocked to Avalanche was due to the high 
transaction fees of its main competitor, Ethereum. Avalanche had significantly 
lower transaction costs compared to Ethereum. Since its launch and to this 
day, Avalanche has remained significantly more cost-effective and faster for 
transactions. However, with the rapid emergence of Layer 2 protocols built on 
Ethereum that offer comparable transaction fees to Avalanche, there are 


concerns about Avalanche's ability to maintain its former dominance over 


Ethereum. 
L2 Fees 
Ethereum Layer-1 is expensive. 
How much does it cost to use Layer-2? 
Alls 
Namo Send ETH Swap tokens 
© Matis Network 
4» Loopring $0.03 $0.58 v 
+ zkSync Era $0.05 $0.10 ¥ 
+ zkSync Lite $0.06 $0.14 v 
© Optimism $0.06 $oi1v 
 Arbitrum One $0.08 $0.23 v 
& Polygon zkEVM. $0.10 $0.35 ¥ 
© DeGate $0.10 $0.15 ¥ 
© StorkNet $0.11 $0.33 ¥ 
@ Boba Network $0.11 -¥ 
 Ethereum $1.02 $5.08 v 


How can rollups reduce their foes? 
Read our first blog-post “Crunching the Calidata” 


Want to better understand Ethoroum’s layer-2 ecosystem? 
Visit our friends at L2Beat.com to leam more about scaling solutions and their risk 
assumptions. 


[Source] 


Another point to consider is the potential for Avalanche to achieve massive 
scale and fulfill its mission of becoming the Internet of Finance, processing 500 
million daily transactions. If that happens by 2030, | would likely hold $AVAX as 
a store of value rather than using it as a means of exchange, similar to how | 
hold Bitcoin. Now, $AVAX is a store of value rather than a global currency. Of 
course, this perspective may be irrational and does not consider potential 
improvement proposals that future governance may vote on to address these 
issues. This also does not consider how subnets may transact without using 
$AVAX by creating their native gas token. When evaluating the utility of the 
$AVAX token, particularly its burning property, we must consider all aspects 
thoroughly. 


Summary 


While Avalanche's modular subnet architecture provides tremendous flexibility, 
the report identified ways this innovative design could be enhanced to further 


incentivize the growth of the $AVAX token and ecosystem 


Currently, the high 2,000 $AVAX requirement to validate on the primary 
network discourages many from participating. Similarly, the need to use 
$AVAX to create subnets limits their independence, However, promising 
solutions are being considered. Removing the primary network validator 
prerequisite would allow subnet validators to focus solely on their specialized 
roles. Instead of requiring subnets to stake 2000 $AVAX on the primary 
network, perhaps subnets can leverage Avalanche’s security by reducing the 
stake requirement to around 500 $AVAX. This will incentivize smaller subnets 
to borrow the security from Avalanche validators while significantly reducing 


the barrier to entry. 


Another alternative model where a small percentage of subnet transaction fees 
are converted to $AVAX and provided to the Avalanche Foundation as 
sustainable revenue would incentivize foundation support while giving subnets 
full autonomy. As a result, fees generated from subnets can be reallocated 
towards bringing more subnets to Avalanche. Additionally, scrapping the 2000 
$AVAX requirement for subnets could attract many more developers by 


lowering barriers to entry. 


Another solution could be combining the two solutions above. A combination 
of both solutions could also be considered, reducing the staking requirement 
for subnets to 500 $AVAX and having half of the fees go towards burning 
while the other half is redistributed to other matters that help the Avalanche 


ecosystem grow. 


If implemented, changes like these could be a game-changer by massively 
increasing the number of innovative applications and validators across many 
customized subnets. The resulting surge in ecosystem interaction and $AVAX 
utility has great potential to address concerns around token demand and burn 


rate outweighing inflation. 


With the right adjustments to its tokenomics, specifically addressing the high 
inflation and better incentivizing builders to create subnets, Avalanche appears 


well-positioned to scale its vision and sustain $AVAX tokenomics long-term. 
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Ecosystem Users. 


NAME ROLE 


AVA Labs plays a crucial role in the development, support, and growth of the Avalanche protocol. Their 
Ava Labs contributions span core development, research, ecosystem support, governance facilitation, and partnerships, all 
aimed at advancing the capabilities and adoption of the Avalanche platform. 


The Avalanche Foundation is an active and cornerstone member and supporter of the Avalanche community. It 
contributes to the continuing development, implementation, and maintenance of the Avalanche public network 
Avalanche Foundation and the Avalanche community by funding (through grants and investments), publicizing, and otherwise 
encouraging the development and implementation of different types of software, staking tokens and operating 
nodes/validators, creating content, and generally being a resource to the Avalanche community. 


The $AVAX token is used to participate in the network through staking. Users with at least 2,000 AVAX tokens 
Delegators & Validators staked on the network can run a validator node, while the minimum staking requirement to become a delegator 
is 25 AVAX. The minimum lock-up period is 14 days, and the staking rewards are around 8.5% for both parties. 


Developers play a crucial role in the success of the Avalanche ecosystem. They can build and implement different 
Developers types of software, such as smart contracts, decentralized applications (dApps), Subnets, APIs, utilities, upgrades, 
bridges to other blockchains, and wallet software. 


They use the Avalanche platform to create and transfer digital assets or communicate with dApps powered by 
smart contracts. 


General Users 


Investors Typically those who buy and hold AVAX tokens with the expectation of potential future returns. 
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